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ANNEXURE A: MATTERS AFFECTING THE AUDITOR’S REPORT 

COMPLIANCE WITH LEGISLATION (NON-AFS) 

1 . Inadequate management of risk 


Audit finding . . , ^ 

contrary to section 62(1 )(c)(i)of the MFMA, the municipality has not undertaken 
for the year under review to assess any risks of frau . 

Furthermore, the risk management policy and fraud prevention plan vras not finalised, 
and implemented during the year under review. 


assessment 

approved 


The potential for material misstatement due to fraud is not explicitly considered in assessing risks 
to the achievement of financial reporting objectives. 


riTp^bsence of adequate processes being identified and implemented to manage possible fraud 

of fraud, manipulation and theft at the municipality. 


ThTpTrrarrof risk assessments as 

IppSlTmidgied to dS prevent and correct misstatements and weaknesses tlmeously. 


Management response 

Risk assessments are considered . o be ^ri o,^ 

experienced various problems associa internal Auditors and appointed a new sen/ice 

terminated the contract of the previously in respect of the 

Sbrtan"rR"egVe'Ss L tender proposals to fill the vacant Internal AudH FuncSon 
S^^?Se,iSsed Within the second quarter of the 2009/2010 financial year. 


Name; J Mhlongo 
Date; 26/10/2009 


Auditor’s response 

Management must ensure that the risks affecting the entity 
levels. 


have been mitigated to acceptable 


Page 1 5 of 58 


2. Suppliers not properly accredited 


Audit finding 

The municipality did not invite prospective providers to apply for evaluation and listing as an 
accredited prospective provider, as required by regulation 14(1)(b) of the Municipal Supply Cham 
Management Regulations, published in General Notice No. 868 of 2005, dated 30 May 2005, 
issued in terms of section 168 of the MFMA. 


Root cause 

Policies related to reliable financial reporting are not established and communicated throughout the 
municipality, and do not have corresponding procedures that result in management directives 
being carried out. 

Risk 

The municipality may not be transacting with accredited service providers thus the quality of 
services/goods may be compromised. 

Recommendation 

The municipality should build up its service provider database and annually undertake the vetting 
process. 

Management response 

Noted, This will be followed up and completed in the financial year 

Name: J Mhlongo 
Date; 30/10/1009 

Auditor’s response 

Management is urged to ensure that transactions occur with accredited suppliers. 
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3. Internal audit function ineffective 
Audit finding 

Section 166 of the MFMA was not adhered to, as evidenced by the following. 

. A risk based audit plan and an internal audit programme had not been developed. 

. Quarterly reporting to the audit committee was not evident. 

. internal audit reports were not presented to the audit committee for matters pertaining to 
internal controls and governance. 


Parent has not specified the financial reporting ob)ectives with suffident olanty and crdeha to 
Sre identification of risks for reliable financial reporting. 


Risk 

The lack of adequate governance structures is conducive to an 
to inaccurate reporting, misstatement and fraud. 


environment, which is susceptible 


Recommendation 

Management should ensure that an 
strengthening governance, internal 


effective internal audit function is implemented to assist 
control and the management of risk. 


in 




Name; J Mhlongo 
Date; 26/10/2009 


Auditor’s response 
Management is urged 


to support the efficient and effective workings of its internal audit function. 
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4. Audit Committee is not fully functional 
Audit finding 

Section 166 of the MFMA was not fully adhered to, as no evidence of advice was provided on 
matters pertaining to the following: 

• Internal financial control and internal audits 

• Risk management 

• Performance management 

• Effective governance 

• Performance evaluation 

• Matters raised in the prior year audit report 

Furthermore, there was no evidence of review of the annual financial statements provided for audit. 

Root cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 


Risk 

The lack of effective governance and oversight mechanisms increases the impetus for fraud, errors 
and misstatements. In addition, management may not be made aware of deficiencies in processes 
and systems thus impacting on the well-being of the entity and achievement of service delivery 
objectives. 


Recommendation 

Management must ensure that all duties are fulfilled by the audit committee to ensure that 
governance, internal control and management of risk is strengthened. 

Management response 

The Audit committee is in place, but due to the lack of Internal Audit Reports being made available 
for review during the past financial year, the committee has only had two meetings: 

1 To review and discuss the Internal Audit Findings based on the JSBA Report issued, and 
2 ’ To review the draft AFS for June 2009 before these were handed into the Auditor General for 

Audit. 

Name: J Mhlongo 
Date: 26/10/2009 

Auditor’s response 

A proper review of the financial statements would have eliminated the numerous errors identified 
by the auditors, which had to be corrected by management during the course of the audit. 
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5. Oversight reports not prepared 

The fir^'nTreports relating to oversight on supply 
Jrep“o?were they made public in terms of section 21A of the MSA. 

. A reoort submitted by the accounting officer to the council within 30 days after the end of the 
t ancial ye“n theLplementation of the SCM policy of the municipality, 

. Where serious or material problems were experienced in implementation of the SCM policy, a 

mport was immediately submitted to the council on the problems. 

The report submitted by the accounting officer to the mayor, within 10 days after the end of 
laoh qua«r““ the implementation of the SCM policy of the municipality, 

. Oversight reports in terms of section 129(1) of the MFMA. 

Root cause 

Onnoinn monitoring and supervision are not undertaken to enable management to determine 
wh^theMnternal control over financial reporting is present and functioning. 

Risk 

. critical information that is required for deoision making is not submitted timeously. 

• Weaknesses will not be timeously communicated to council to ensure that control measures 
are put in place in due time. 


"dtndl^thel^rep^^^^^^ 

terms of section 21 A of the MSA. 


Management response 

Noted and acknowledged. 

Name: J Mhlongo 
Date: 26/10/2009 


Auditor’s response 

that the most appropriate and considered decisions are ma e. 
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ANNEXURE B: OTHER IMPORTANT MATTERS 

CASH AND CASH EQUIVALENTS 
6. Bank accounts not accounted for 

Audit finding 

The following bank accounts in the name of the municipality have not been accounted for in the 
financial statements and general ledger: 

• The business control account 8612710030007000 - R nil 

• The public sector cheque account (MSIG) 62228583888 - R 199,97 

• Petrol account 8888886046518000 - R19 949,08 

• Petrol account 8888886046520000 - R1 9 949,08 


Root cause 

Written procedures, authorisations, record keeping, management reviews and asset safeguards 
are not segregated to prevent fraudulent financial data and asset misappropriation. 

Risk 

Incomplete financial records have been maintained for bank accounts held by the municipality. 

Recommendation 

These accounts should be investigated and the appropriate action taken to include these accounts 
in the municipality’s financial records to ensure that cash is completely stated. 

Management response 

Petrol account of R 19 949.08 raised in note 18 Cash and Bank, it appears that the bank have 
duplicated the petrol accounts. 

Name; J Mhlongo 
Date; 26/10/2009 

Auditor’s response 

Management should ensure that relevant practices of record keeping, reviews and reconciliations 
are implemented and undertaken on a monthly basis. 
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7. No tender process for banking services 


The!! ^nTevidence that the banking services contract was awarded via a competitive bid and 
that the contract awarded is not for more than 5 years. 


Root cause 

s?a^e%“ted 


Wrmen procedures, authcrisations, recordkeeping, managemenu^^^^^^^^ 


are not 


Risk 


The municipaiity may not get the most cost-effective services. 

“esrluid be adhered to in order to ensure that the best guaiity of goodsfservices is 
obtained at competitive prices. 

rsThre^ra'le municipaiity 

'iduidation Of New Repubiic Bank (NRB), the 

municioality prefers to stay with FNB. 

Tenders / Proposais from other institutions wiii be obtained in order to confirm that the services 
received from FNB remain competitive 


Name: P Sibiya 
Date: 26/10 2009 


arfe'ngaTed, fn orter to pTe" wJstagl d^tfexi'^e baTk “ 1 ^ 0 ^ King tnfurred® 
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8. Uncollected cheque expensed 


Audit finding 

Cheques totalling R1 9 075, for Councillor Z.P. DIamuka were processed monthly, however, the 
cheques were not handed to the councillor for encashment. 


Root cause 

Policies related to reliable financial reporting are not established and communicated throughout the 
entity, and do not have corresponding procedures that result in management directives being 

carried out. 


Risk 

• This environment lends itself to possible theft and fraud. 

• The municipality could suffer financial loss. 

Recommendation 

• These cheques should be reversed from outstanding cheques to creditors until this matter is 
resolved. 

• Payment should also be made to the councillor electronically to avoid any possibility of theft or 
fraud. 

Management response 

The matter has been brought to the attention of Council and the recommendation will be 
implemented by not later than November 2009. 

Name; J Mhlongo 
Date: 30/10/2009 

Auditor’s response 

The councillor's services have not been terminated thus the councillor is still entitled to the 
payments. 
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